
Internal U t v c n r  Service 

 

 

I I I  ~ C L  St., Lllr,  l a r  75292 

Employer ID Number: 
 

Peraon to Contact: 
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Refer Reply To: 

Dear Slr or Made-: 

We have consldcrcd your application for recognition of exemption from Federal 
lncone tax under sectlon 501(c)(4) of the Internal Revenue Code. 

The Information submitted lndlcates that you incorporated in the State of  
on . Article TV of your Articles of Incorporation states that 
your speciflc purpose 1s to provide maintenance, preservation and architectural 
control o f  the resldentlal lots, townhouses, and all comnon facilitres and 
properties within those certain tracts of property shown to be ~ncluded within a 
subdlvlslon in  County, , known as  

. Artrcle I U  also statea that your purpose is to promote the recreation, 
health, safety and uelfare of your residents. 

hrticle 2 o f  your Bylaus states that each person occupying and acqu~ring record 
tltle to a fee or undivrded fee interest in any lot or townhouse uithin 

 shall be a nenber of your Association. 

You are fcrmed to provide for the recreation, health, safety and welfare c.f 

. You are uithin the boundaries of  
D~strlct. You are comprtsed of  parcels with  occupied 

re3idences and an estimated population of . Your activities Include the 
following: 

I .  The maintenance of esplanades, entrances, roadsides and mouinp/landscaping of 
common areas; 

2 .  Pest and mosquito control; 

3. Provrdrng lau enforcement; 

4, Provtding streetlights on all public roads within your jurisdictionr 

6. tlarragenent and deed restrrctton enforcement. 

The mosqulto spreylng 1s done throughout the entire subdlvislon erea. You 



 

cont rac t  tdi th a managenent company t o  non i to r  and enforce deed r e s t r i c t i o n s .  

Your pr imary aource of  f i n a n c i a l  income i s  menber assessments. Your expensos 
inc lude the fo l l od ing :  

v    

Secur 1 t y 
Past Contro l  

As o f  , you had a t o t a l  fund balance o r  net  assets o f  $  
Your cash balance as o f   was 9 . You have incur red excess 
revenues each year as fo l lous :  

bat Excess R e v e n u  

 
  

 
   

A newsle t te r  p r o v i d e d w i t h  your 1024 app l i ca t ion  ind ica tes  that   
 i s  located w i t h i n  your boundaries. This c lub i s  an  

independent c lub w i t h  p r i v a t e  membership. 

Your correspondence dated  6tates the fol lowrng: 

-  owns ! 

- The annual assersnent i s  $  per nsnber. Cer ta in  s e c t ~ o n s  o f  your 
assoc ia t ion  are  assessed an add i t i ona l  amount t o  cover t h e i r  p ro ra ta  expenses 
incu r red  fo r  landscaping and yard maintenance. The additional esseusment i s  
based on the ac tua l  costs incurred; 

- Tha h i k e  and b i k e  t r a i l  has no r e s t r i c t t o n s  t o  the general publrc;  

- Your menbera a r e  not requ i red t o  belong t o  the  
. 

h map o f  your area was included u i t h  t h i s  correspondence. I t  shous tha t  there  
r s  a courthouse, l i b r a r y  and tuo schools i n  your area. However, i t  csu ld  not be 
determined whether these are  w i t h i n  ycur boundaries since the boundaries t o  your 
assoc ia t ion  uers no t  an t h i s  nap. 

A copy o f  your agreement u i t h  County uas provrded w i t h  t h i s  
correspondence. This agreement c a l l s  f o r  the  Constable, Precinct  o f   
County t o  provide you u t t h  one ex t ra  deputy. You have agreed to  pay  
County the sun o f  $  fo r  prov id ing the ex t ra  deputy f o r  the 12 month p e r i o d  
beoinnlng . 

A copy o f  the Reservations, Res t r i c t i ons  and 
Covenants was a l so  provided u i t h  t h i s  correspondence. Sect lon 1 o f  A r t i c l e  111 
o f  t h r s  docunent s ta tes  tha t  no b u l l d i n g  s h a l l  be erected, a l te red  or  p e r n r t t e d  
t o  remain on any l o t  other than one detached s i n ~ l e - f a m r l y  r e s r d e n t i a l  dwel l ing.  
Scct lon 5 of  h r t i c l s  111 o f  t h i s  'docunent s ta tes  that  no l o t  I n  the subdivision 
s i , z l l  be used f o r  any connercial  business o r  pro fess iova l  purpose nor fo r  church 
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purposes. There a re  seven add i t iona l .  sets o f  Dec la re t i on  o f  Covenants, 
Condltrons and Res t r r c t i ons  f o r  other  sect ions of  your association, which were 
not provlded. These add i t i ona l  Declarat ions are  very s i m i l a r  i n  na tu re  t o  t h e  
one provlded. 

Vour correspondence dated  s t a t a s  the to l lowing:  

- The a d d i t i o n a l  assessments t o  your members t o  cover t h e i r  p ro ra ta  share o f  
the  expenses incu r red  f o r  the  lands cap in^ and yard naintenance o f  t h e i r  l o t s  a r e  
as to l l ous :  

 5
  
  - Your m~scel laneous revenue are reinbursenents. The secu r l t y  reimbursement is 

the p ro ra ted  amount f r o n  a  nerghboring subd iv is ion  t h a t  shares an the   
County Constable cont rac t  w i t h  t  

- Vour assoc ia t ion  consrsts of  acres; 

- The rncone and expense break.down f o r  the year ending  uss provrded. 
I t  shovs that  your secu r i t y  expense fo r  the  year t o t a l e d .  $ . Vour 
excess revenue over expenses f o r  the year t o t a l e d  $  

- You provlde numerous c r t y - l ~ k e  and povernnent- l ike servrces such as law 
enforcement, s t r e e t l r g h t s ,  maintenance and nosqu;+.o fogging; 

- You do not  n a i n t a l n  the e x t e r r o r  of  any r e s i d e n t i a l  s t ruc ture ;  

- 411 o f  your common areas and f a c l l r t i c s  e re  open t o  the general puh l r c .  

Sectron 5 0 t ( c )  of  the  Code describes c e r t a i n  o rpan i ta t i ons  exenpt f r o n  Federal  
income tax under sec t ion  S0l(a) and reads, i n  p a r t ,  as fol lows: 

" ( 4 )  C l v i c  leagues o r  organizations not 0 r p ~ n l Z e d  f o r  p r o f i t  but operated 
exc lus i ve l y  f o r  the pronot lon  o f  socaal wel fare,  o r  l o c a l  associations o f  
employees, the  nenbership o f  which i s  I i n i t e d  to the  enployees o f  a 
designated person o r  persons i n  a  p a r t i c u l a r  n u n i c i p a l i t y ,  and the  net  
earnrnps o f  uh i ch  are devoted exc lus i vu l y  t o  c h a r i t a b l e ,  e d u c s t ~ o n a l ,  o r  
r e c r e a t i o n a l  purposes." 

Sect lon 1.581(c ) (4 ) -1  o f  the regu la t i ons  prcv ides,  i f  p a r t  , as fo l lows:  

" ( a ) ( l )  I n  general. A c i v l c  league o r  o rgan iza t ion  nay be exenpt as an 
organlzatron descrrbcd i n  sec t i on  5 0 1 ( c ) ( 4 )  i f  - 

( 1 )  I t  r s  not organrzed o r  operated f'or p r o f ~ t r  and 

( 1 , )  I t  1s operated exclusively f o r  the promotion o f  s o c i a l  we l fa re . "  

" ( 8  !( 2 ) (  1 ) An organ iza t ion  1s opera?ed exc lusrvc ly  f o r  the pronot ion o f  s o c i a l  
wel fare when at 1s p r i m a r i l y  engaged i n  promoting, i n  sofle uay, the common good 
and general welfare o f  the people o f  the comnunrty. An orpanizet ton embraced 
u r t h l n  t t : rs s e c t ~ a n  i a  one which l o  operated p r l m a r l l y  f o r  the purpose o f  
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brlnglng abcut C I V I C  betterments and social imp-ovements * a *  The pronotion o f  
soclal welfare does not tnclude direct or indirect participation or intervention 
in political canpaigns an behalf of or in opposition to any candidate for public 
office. Nor is an orpsnization operated primarily for the pronotion of social 
welfare i f  its primary activity is operating a social club for the benefit, 
pleasure, or recreation of its members, or rs carrying on a business with the 
general publ~c rn a manner similar to organizations which are operated for 
profit . ***' 

Revenue R u l i n ~  69-288, 1969-1 C.B. 152, describes a nonprofit orpanization 
formed to provide maintenance of the exterior walls and roofs of homes of 
menbers who oun houses In a developnent. The services include the painting of 
exterlor ualls and repair of roofs. If a person purchases a unit in the housing 
development, he 1s required to becone a member of the organ~zat~on. The 
organlzatlon 1s not exempt as a social velfare organization under section 
5 d l ( c  ) ( 4  r .  

Revenue Rullng 72-102, 1972-1 C.B. 149, describes an organization formed by a. 
developer to preserve the appearance of a housing development and to naintain 
street5, 51dcwslks and common areas for the use of the residents, which was 
found to be exempt under Internal Revenue Code section 5@1(c)(4). The rationals 
behlnd thls decision uas that the or~anization served the common good and 
general welfare of the entire conmunity because i t  owned and naintained certain 
non-resldentlsl, non-comnercial properties of the type nornally owned and 
marnts~ned by municipal governments. Administering and enforcing covenants for 
preserving the archrtecture and appearlrnce of a housln~ development was 
~ncidental to the overriding publlc benefit. 

Revenue Ruling 74-99, 1974-1 C.H. 131, modified Revenue Rullnp 72-102. It 
prov~des that in order to qualify for exemptron under IRC 5@1(c)(4), a 
hoveowners* essoclation: must serve a 'conmuntty" which bears a reasonable 
rscc;gnlzable relatlon to an area ordinarily identlf~ed as governmental; must 
not conduct activitias directed to the enterior narntenance of prrvate 
residences; and the common areas or facilities i t  owns and naintains must be 
for the use and enjoynent of the general public. According to this revenue 
ruling, a connunity uithin the meaning of section 50l(c ) ( 4 )  is not sinply an 
aggregation o f  honeouners bound together in a structured unit formed as an 
integral part of e plan for the developnent of a real estate subdivision and the 
sale and purchase of homes therein. The term 'commun~ty' as used in section 
5 0 1 ( c ) ( 4 )  has traditionally been construed as having reference to a 
~eogrjphlcal unit beartnp a reasonably recog~izable relationship to an area 
ordinarily identsfled as a governmental subdivision or a unit or district 
theresf. The revenue ruling uas intended only to approve ovnerahip and 
maintenance by s honeouners* association o f  such areas as roaduays and 
parl.lands, ardewalks. and street Lights, access to, or the use and enjoyment of 
which I S  eAtended to nembers of the general publlc, as d~stlngurshed from 
contrslled u3e or access restricted to the members of the hoaeouners' 
assoc~at~on. 

ficcordlng to Revenue Rullng 08-63, 1980-1 C.B .  116, no hard and fast rule can be 
applied 8 9  to uhat constitutes a "community," but each case must be examined to 
deternlne whether the activities of the orpanttation have sufficient community 
beneflr to serve a soc~al welfare purpose under I R C  50l(c)(4). hlthough the 
&red represented by an association may not be a community, a t  the association's 
actlvltle~ benefit a community, ~t nay still qualify for exemption. For 
~nstar~ce, ~f the a ~ s o c l a t ~ o n  owns and natntalns common areas and faclllties for 



5 
 

t he  use and enjoynent o f  t he  genera l  p u b l i c  as d i s t i n g u i s h e d   fro^ areas and 
facilities whose use and enjoynent  i s  c o n t r o l l e d  and r e s t r i c t e d  t~ members o f  
t h e  assoc ia t i on ,  t hen  i t  nay s a t l s f y  t he  requirement o f  serv.nq 5 community. 

The Pancho Santa Fe As-tion v. U S ,  c o u r t  case i n v o l v e s  Rancho Santa Fe, a 
l a rge ,  se l f - con ta inad  housing development. The p rope r t y  conta ined i n  t h e  
development c o n s i s t s  o f  6,100 acres. The a s s o c i a t i o n  has app rox ina te l y  3,000 
members. The a s s o c i a t i o n  oversees t h e  Oovernance o f  t h e  p rope r t y  u t t h i n  t h e  
development by e n f o r c i n g  t h e  covenants and s e t t i n g  up va r i ous  boards, i nc lud in r :  
B p l a n n i n g  board, a park board, a h e a l t h  board, a l i b r a r y  board and recrea t io ; ;  
board. I t  a l s o  f unc t i ons  as a l i a i s o n  between the  connun i ty  and t h e  Board o f  
Superv isors  on i ssues  u h i c h  r e q u i r e  the  p a r t t c i p a t i o n  o f  l a r g e r  governmental 
e n t i t l e s ,  such as maintenance o f  t he  r i g h t s - o f - w y  and the  sanitation system. 
Rancho Santa Fe has i t s  own post  o f f i c e  and z i p  code. Not a l l  o f  t he  conmon 
areas and f a c i l i t i e s  the  assoc ra t i on  owned and mainta ined were open t o  members 
o f  t he  r - ~ e r a l  p u b l i c  f o r  t h e i r  use and enjoyment. 

The o. .opment was found t o  be coextens iva w i t h  t h e  community i t  served,  
and t h e r e f o r e ,  t h e  b e n e f i t s  bestowed by the  a s s o c i a t i o n  on t he  development 
b e n e f i t  t h e  genera l  p u b l r c  u l t h i n  the  requrrements o f  s t a t u t e .  Exemption under 
s e c t i o n  5 0 t ( c ) ( 4 )  was recognized.  

The Top Lake &soc ia t l on .  I nc .  v .  U.S. c o u r t  case i nvo l ves  F l a t  Top Lake, a 
housing developnent. I t  ma in ta ins  and operates a l ake  and o the r  recreational 
f a c l l i t l e s  f o r  t he  p leasu re  and convenience o f  i t s  members. F l a t  Top Lake l a c k s  
c e r t a i n  i n d i c i a  o f  a community such as churches, schools  o r  s tores.  Entrance 
t o  t he  s s s o c i a t ~ o n s '  p rope r t y  and use o f  its f a c i l i t r e s  15 strictly l i ~ ~ r t e d  t o  
members and t h e i r  guests. I t  has a s l g n  on t t s  ent rance tha t  s ta tes :  ' F l a t  'Top 
Lake Association, P r l v a t e  Proper ty .  Hembers Only.' The a s s o c t a t l o n  does no t  
meet t h e  requi rements o f  e ~ e m p t r o n  set out i n  I R C  5 0 1 ( c ) C 4 ) .  

You a r e  s l m i l a r  t o  t h e  organization deecrrbed r n  the Revenue R u l l n g  69-280. You 
a re  p r o v l d l n g  landscaping and yard  marntenance serv ices  f o r  your members p r i v a t e  
p rope r t y .  You a re  then  assess ing them f o r  p r o v i d i n g  these serv ices.  
Landscaping and y a r d  nalntenance can be constdered t h e  e x t e r i o r  maintenance o f  
p r i v a t e  residences. 

You a r e  no t  s l m i l a r  t o  the  o r g a n i z a t ~ o n  descr ibed i n  t he  Revenue R u l l n g  74-99 
f o r  t h e  Col lowtng reasons: ( 1 )  you a re  no t  a 'connunity '  which bears a 
reasonable recognizable r e l a t l o n  t o  an area o r d i n a r i l y  i d e n t l f l e d  as 
qovernmental; and ( 2 )  you conduct a c t i v i t i e s  d i r e c t e d  t o  t he  e x t e r i o r  
malntenance o f  p r i v a t e  residences. You a re  made up o f  single fam i l y  res idences .  
No l o t s  i n  your s u b d i v t s l o n  s h a l l  be used f o r  any comnarcial  business o r  
professional purpose nor f o r  church purposes. Landscaping and lawn maintenance 
o f  your nembers p r i v a t e  p r o p e r t y  can be consrdered e x t e r i o r  maintenance o f  
p r i v a t e  residences. 

You a r e  no t  s i m i l a r  t o  the o r g a n ~ z s t i o n  descrtbed tn the  Revenue R u l i n g  88-63. 
You a r e  no t  a community and your a c t i v i t i e s  do no t  b e n e f i t  a community. You e r e  
operated p r l m a r i i y  f o r  t he  p r i v a t e  b e n e f ~ t  o f  your members and any b e n e f l t s  t o  
the  community a re  no t  s u f f l c r e n t  t o  meet t he  requirement tha t  you be opera ted  
p r i m a r i l y  f o r  the  common good and genera l  we l f a re  o f  the  conmuntty. Security 
services which a r e  l n  a d d l t l o n  t o  those a l ready  p rov ided  and the l andscap~ng  and 
).awn malntenance of  your members private p rope r t y  IS f o r  the p r r v a t e  b e n e f l t  o f  

your members. These servtce3 do not b e n e f i t  s comnun~ty.  



6 
 

You are not similar to the Rancho Santa Fe Assaclation because you are not a 
community. You have spproAimately  members and consist of  acres. Rancho 
Santa Fe has 3,000 members and consists of 6,100 acres. Rancho Santa Fe is a 
self-contained housing development. You are made up of single family 
residences. 

You are similar to the Flat Top Lake Association. It is operated for the 
privets benefit of its menbers. By providing security services and landscaping 
and laun maintenance services for your members, you are operated primarily for 
their benefit. 

You do not neet a basrc requirement lor txenptron under section 501(c)(4) - that 
you operate in a non profit manner. The accunulatior~ of 4  rn fund 
balances or net assets, as well as consistently earning excess revenues clearly 
shows that you operate in a for profit nanner. 

Accordingly, i t  is held that you are not entrtled to e~emption from Federal 
income tax as an organlzatron described in sectIan Sal(c)(4), and you are 
requrred to file Federal incone tax  returns on Form 1120. 

As s homeowners* assoclatron, you may qualify for treatment under sectlon 529. 
In this letter we are not ruling on the qusstron of whether you q u a l ~ f y  for 
treatment under sectzon 528. However, i f  you belreve you qualrfy for such 
treatment, you should file Farm 1120-14 when due. 

If you do not agree uith these conclusions, you may, w r t h ~ n  30 days from the 
date of this letter, flle in duplicate a brief of the Pacts, law, and argument 
that clearly sets forth your posltbon. If you desrre an oral dlscuss~on o f  the 
issue, please rndicate this in your protest. The enclosed Publication 892 gives 
instructions for filrng a protest. 

I f  you do not frle a protest with thls o f f ~ c e  wlth~n 30 days of the date of thls 
report or letter, t h ~ s  proposed determination will become final. 

If you agree urth these conclusions or do not wlsh to file a urrtten protest, 
please sign and return Form 6018 in the enclosed self-addressed envelope as soon 
as possible. 

I f  you have any further questions, plcaae contact the person uhose name and 
telephone number are shown at the beginning of this letter. 

Oistr~ct Director 

Enclosures: 
Publication 992 
Form 6010 




